If most or all of these quotas, tariffs, levies, and other protection mechanisms were to be dismantled, the competitive position of the U.S. dairy industry in relation to other potential supply areas would become even more important.
Can foreign exporting nations supply cheaper dairy products to the American consumer than our own farmers, processors, and retailers? If so, does this necessarily imply the dismantling of the U.S. dairy industry? l%is paper presents some analyses of these complex questions.
DAIRY IS PART OF A BROADER PICTURE
Dairy product trade is not determined in isolation from trade of other commodities. A country buys Imports with revenue from exports.
U.S. import of dairy products depends, to a large extent, on its export markets for other agricultural or nonagricultural products.
It has long been shown that specialization in production and trade of goods generally improves the standard of living for trading partners.
However, moving toward free trade , after an industry in a particular country has been protected , can cause major short run adjustments as resources are displaced by imports. A country's dependence on imports also grows with trade, making it more susceptible to the uncertainties associated with the availability of imported supply. Many of these uncertainties depend upon the political policies of the trading countries.
Whether or not the gains are worth these costs is something to think about, but are beyond the scope of this paper. The central quest~on of this paper concerns the position of the U.S. dairy industry under a more liberal import policy.
Two questions important in considering whether the United States dairy industry can compete with dairy exporting nations are:
(1) Can any exporting nation profitably (without subsidy) supply the U.S. consumer with cheaper dairy products than the U.S. dairy industry? is the quantity of dairy products which countries with lower costs than the United States can ship to the United States. Those exporting nations which could sell dairy products to the U.S. consumer at lower prices than the U.S. industry are presented in the following section.
COMPETITIVE POSITION FOR THE U.S. MARKET
The quantity and quality of farm resources and their suitability for alternative uses largely determine the competitive differences between countries. The processing and manufacturing sectors, and the intra-country competition with other farm and nonfarm enterprises also affect competitive ability. Some of these realtionships are briefly summarized for a few important dairy regions of the world.
Farm efficiency -Herd size varies widely throughout the world, IrI the potential exporting areas of the world, the average herd size varied from 105 cows In New Zealand to 4.4 cows in Italy (Appendix Table 1 ).
Government policy has had much to do with the size of dairy farms in many countries. For example, the German Government has intentionally located industry in rural areas, to make dairying a part-time possibility. 
Most of the economic and social forces operating in the United
States are also very evident abroad. Rapidly rising production costs have created a concern about dairy farmers ' ability to continue production. Dairy farming has also lost its appeal for many young people who have off-farm job opportunities in town that sometimes pay more and certainly have shorter working hours plus vacations.
Inflation of land values and increasing production costs have threatened the "sharemilker" system of farm transfer in New Zealand. Traditionally, young sharemilkers would work on established dairy farms for several years with the objective of saving enough money to start their own dairy farms. However, with the recent level of inflation, farm values have increased more than most sharemilkers can save.
Physical input-output measures -A gross estimate of the physical efficiency of labor and land in producing milk was made using farm account data from New Zealand, the Netherlands, and the United States These results are explained, to a large extent, by differences in dairy farming in the three countries.
In the United States, more land and labor are required to dry-lot feed forage and relatively large quantities of concentrate. Most of the feed is carried to the cow rather than foraged by the cow. The opposite is true in New Zealand as cows are pastured year round; practically no feed IS fed by the farmer. Apparently this not only reduced the labor, but also the land per unit of milk produced in New Zealand compared to the United States.
With relatively cheaper sources of concentrates in the United States than in New Zealand, both types of dairy farming appear to be economically rational. It is economically rational for U.S. dairy farmers to feed concentrates given the historical price realtionships. Although the potential economic use of high concentrate feeding in New Zealand has not been fully explored, they seem quite content to continue a primarily pastured based feeding program.
/ These data are for Minnesota farms and do not Include labor represented by purchased feed , which is more important in the United States and the Netherlands than in New Zealand. All family and hired labor (full or part-time) was converted into manyears. The analysis also excludes direct consideration of capital requirements which would be higher per unit of milk produced in the United States than in New Zealand. producers in relation to those in New Zealand.
The Marketing System -The cost of manufacturing milk into butter, States' needs and a much smaller proportion of the world's needs.
If worldwide trade barriers for dairy products were reduced or eliminated, prices and, therefore, milk production would decline in Canada , the United States, and Europe. Consumption would rise. These decreases in production and increases in consumption would quickly absorb much, if not all, of the potential growth in milk production in Oceania. Thus , the U.S. would import a relatively small part of the expected Increase of 1.58 million metric tons of additional milk from
Oceania. This increase of import level into the United States probably would be less than one percent of our domestic production. Therefore, even though the United States cannot compete in its own market with Oceania, Oceania poses no serious threat to the U.S. dairy industry.
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COMPETITIVE POSITION FOR THIRD COUNTRY MARKETS
Breakeven prices (f.o.b. point of origin) were computed for selected countries in Europe, New Zealand, Australia$ and the United States (Table 2 ). These breakeven prices reflect all charges, including delivery of goods free on board ships at point of origin. Transportation charges must be added to obtain breakeven prices to any Importing country. These prices approximate the competitive position of any two countries for a third country market as long as transportation costs to the third importing country are identical for both exporting countries. As indicated before, it is likely that both Europe and the United
Data In
States would be net Importers of dairy products under freer world trade conditions . Therefore, it is unlikely that the dairy industries in both areas would be concerned about their respective competitive positions for third country markets. Rather, they would be most concerned about the quantity of imports from more competitive countries. With free trade of dairy products, prices in relatively high-priced areas would fall and prices in relatively low-priced areas would rise toward a world equilibrium price determined by world supply and demand conditions. The price differences between countries would reflect only transportation and processing cost differences.
Therefore, the relatively high milk prices in Europe, Canada, and the United States would be expected to fall while milk prices in New Zealand and Australia would be expected to rise under freer trade conditions.
Assuming all countries eliminated their trade barriers on dairy products, the United States, EEC, and Canada would be expected to be net importers of dairy products. Almost all these imports would be from New Zealand and Australla (Table 3) The social and economic adjustments of free trade for the dairy industries of the high priced countries, primarily Europe, would be so great that such a situation likely would be politically unacceptable.
However, analyzing free trade conditions assists in identifying the implications for the United States. 
